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本项研究是为了探究多哥在 1975 年到 2010 年外国直接投资（FDI），金融发展
（FD）和多哥经济增长（EG）之间的关系。在研究的前部分，我们回顾了多哥经济，
外国直接投资，金融发展以及经济增长的状况，同时还对关于变量关系的相关文献做
了回顾。我们使用 FDI 净流入作为 FDI 的近似指示变量，流动负债（LLY）和个人信
贷（PC）作为金融发展的指示变量，人均实际 GDP 作为经济发展的指示变量。所有
的变量都是实际变量。在研究中，我们采用了向量自回归模型（VAR 模型）。通过





格兰杰因果关系检验的结果支持 VAR 分析的结果 
 
























This study is carried out to investigate the relationship between Foreign Direct Investment, 
Financial Development and Economic Growth in Togo over a time period between 1975 and 
2010. Overviews of Togo’s economy, Foreign Direct Investments, Financial Development as 
well as Economic Growth and some early literature on the relationship among the variables 
used were presented in the early stage of the study. We used Net Inflows of FDI as the proxy 
for Foreign Direct Investment. Liquid Liability (LLY) and Private Credit (PC) are used as 
indicators of Financial Development whereas Real GDP per capita is used to measure 
Economic Growth. All the variables are in real terms. Vector Autoregressive Model is 
employed in this study. After carrying out a Unit Root test using Augment Dicker-Fuller test, 
we realized that all the variables used, except FDI turn to be non-stationary at level. There 
first differences turn out to be stationary at order 1. We further run a test of cointegration 
using Johansen test of cointegration and the result shows that there is no long run equilibrium 
relationship among the variables. Based on this finding, we estimate a Vector Autoregressive 
model. The result of this study shows that there is no statistical evidence to support the fact 
that, in the short run, a change in the regressors will help predict a change in the respective 
dependent variables. A further test to investigate a granger causality among the variables 
reveal that there is no granger causality among the variables used in the study. Clearly, the 
result from granger causality are supportive of those from the VAR analysis 
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CHAPTER ONE: INTRODUCTION 
The last few decades were characterized by research works on Foreign Direct Investment (FDI) with 
more focus on its determinants in developed and developing economies. The purpose of this research, 
however, is to examine the relationship among financial development, foreign direct investment, and 
economic growth in Togo and also to investigate the existence of granger causality among the 
variables under study.  This research work investigate a period that spans from 1975 to 2010 and 
Eviews computer program was used to run the regressions and tests.  
1.1 Overview of Togo’s Economy 
The economy of Togo has undergone difficult times for 15 years from 1990 to 2005, the period of 
socio-political crisis. This has resulted in an economic stagnation since the rate of economic growth 
in real terms has averaged 1.06% per year which is below the average annual demographic growth 
rate of 2.4% and the real per capita GDP was falling by around 5% all over a period between 1999 
and 2003 (World Trade/ Trade Policy Review Paper, WT/TPR/S/166). The Autonomous Port of 
Lome (PAL), a deep-water port is Togo’s main comparative advantages in the sub region’s marine 
transit trade but the poor infrastructure development, like road and rail networks, leads to this asset 
not being fully exploited to the advantage of the country. Togo is one of the world leading producers 
of phosphate and this coupled with the comparative advantage in the transit trade should have 
transformed the economy with a population of less than 7 million people but due to socio-political 
crisis and other factors Togo remains one of the poorest country in the world. 
After independence in 1960, Togo has witnessed two military coup d’états in 1963 and 1967 and has 
since become a uni-party system country where there is only one political party “Rassemblement du 
Peuple Togolais” (RPT) and every citizen of the country is mandated to be a member. The wind of 
democracy that blew over most sub Saharan African countries in the early 1990s never left Togo out. 
The population was advocating for a multi-party system and this resulted in demonstrations and 
industrial strikes. The government therefore opened a national conference to dialogue with the 
stakeholders in the country and this led to the formation of many political parties. The stakeholders 
were demanding the immediate resignation of the then president, Gnassingbe Eyadema, a demand 
that he never considered valid. In 1992, a nationwide strike was announced to be carried out until the 
resignation of the president of the republic or run a transparent and credible presidential election 
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demands and this resulted in political tensions between the government, backed by the military and 
other security forces, and the population. Many people have fled the country to seek refuge and 
asylum in the neighboring countries and many international companies and organisations left the 
country. The political instability in the early 1990 has interrupted the economic cooperation with 
development partners and the country has lost more than 60% of donor funds.   
The financial sector of Togo is mainly composed of the banking sector and non-financial institutions 
like microfinance. Lome, the capital of Togo serves as headquarters of some Banks in the sub region. 
Focus is mainly put on the Banking sector as far as financial development in Togo is concerned. This 
sector is governed by BCEAO (Bank Central des Etats de l’Afrique de l’Ouest) which is the Central 
bank of the French speaking countries in West Africa. The financial sector is mainly dominated by 
commercial banks which hold about 62% of the total financial assets of the economy. The critical 
condition of the banking sector of Togo is closely linked to huge loans advanced to large SOEs 
whose corporate governance and performance are questionable. This makes the availability of loan to 
private sector and small scale businesses to be very scarce. The emergence of microfinance in the 
mid-90s has salvaged the situation and increased the flow of funds to the private sector and the small 
scale business owners. 
Togo was practicing a closed economic system with the government controlling most of the sectors 
of the economy through State Owned Enterprises (SOEs). This made it difficult for foreign investors 
to enter the economy as the SOEs were favoured and overprotected by the government. These SOEs 
were enjoying a sort of monopoly power which made it difficult for foreign enterprises to compete 
fairly against them. These SOEs were not performing as expected and were not adding anything 
significant to the economic growth of the country and even most of the time the government has to 
bail them out of the huge debts. The incompetence of these SOEs mainly results from lack of 
technical know-how and innovation, existence of corruption, nepotism and favouratism as most of 
these SOEs are run on ethnocentric lines.  In the 1980s, the trend changed and many developing 
countries, including Togo, opened their economies to foreign investors and they have witnessed 
increasingly high inflow of FDI.  This change might be as a result of the debt crisis in the early 
1980s which might have prompted many governments of these developing countries to open their 
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Most of these FDIs come in the form of capital from abroad and the spillovers for the host economy 
largely depend on the extent of the development of the domestic financial market. Hence, 
theoretically, a well-developed domestic financial market can serve as a catalyst to the inflow of FDI 
and also contribute positively to the economic growth of the host country.  
1.2 Motivation of the Study 
Based on the research survey I have made, l realized that no studies have been conducted in this 
scientific field on Togo. Studies carried out rather tried to examine the relationship between FDI and 
Economic Growth of Togo and others try to investigate the relationship between Financial 
Development and Economic Growth. This has, therefore, encouraged me to undertake this research 
in order to find out what will be the relationship between Financial Development, Foreign Direct 
Investment and Economic growth of Togo. This research work will help fill the research gap and 
also augment the information-set available to policy-makers to enable them develop polices for the 
development of Togo. 
1.3 Limitations 
Proxies of Financial Markets Development comprises the Banking Sector as well as the Stock 
Market. In my work, proxies of Financial Markets Development will solely be represented by the 
Banking Sector of the Togo’s economy since Togo does not have a stock market on its own but 
rather operates under the regional Stock Market known as BRVM (Bourse Régionale des Valeurs 
Mobilières) which is located in Abidjan (Cote d’Ivoire).  
1.4 Main Structure of the Thesis 
The research thesis is organized in five (5) chapters.  
 Chapter One gives a general overview, that is, introduction of my thesis. This comprises an 
overview of Togo’s economy, purpose and motivation of the study, limitations of the study as well as 
an outline of the thesis. 
 Chapter Two gives a theoretical and empirical review of existing literature. This section is 
subdivided into a review of Economic Growth Theories, overview of Foreign Direct Investment, 
Relationship between Foreign Direct Investment and Economic Growth, overview of Financial 
Development, Relationship between financial development and economic growth, and Relationship 
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 Chapter Three gives a description of Data and Econometric Methodology used in the work. 
 Chapter Four is on the interpretation of the empirical results. 
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CHAPTER TWO: LITERATURE REVIEW 
2.1 Economic Growth 
2.1.1 What is Economic Growth? 
Generally, economic growth is an increase in the capacity of an economy to produce goods and 
services over a period of time. It is measured as the rate of increase in an economy’s Real Gross 
Domestic Product (Real GDP) over a period of time. A slow increase in an economy’s Real GDP 
will result in an economic stagnation whereas a decrease in its Real GDP will lead to an economic 
crisis. Economic growth is not only about an increase in productive capacity but also an 
improvement in the quality of life and material well-being of the people in that economy. An 
increase in the growth of the ratio of GDP to population (GDP per capita), also known as per capita 
income, is referred to as intensive growth whereas an increase in GDP growth caused only by 
increases in demography is referred to as extensive growth. Growth mostly arises from accumulation 
of physical capital and the most efficient use of resources.  
2.1.2 Growth Theories 
2.1.2.1 Classical Growth Model 
The Classical growth theory was propelled by Adam Smith, Ricardo David, Robert Malthus and 
Allyn Young. This theory basically argues that economic growth will cease because of the increasing 
population against a limited resources. They believe that a temporal increase in real GDP per person 
will cause the population to explode and this will consequently reduce real GDP. Adam Smith (1976) 
identified three major sources of growth, namely the growth in labour force and stock of capital, the 
improvement in the efficiency with which capital is used through division of labour and technology 
progress, and the promotion of foreign trade that widens the market. He asserts that an effective 
division of labour will contribute to the growth of national wealth, a higher ratio of productive labour 
to total labour as well as an increase in labour productivity.  Adam Smith and some scholars 
emphasized that International Trade, Low transport cost and a well-functioning market system are 
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2.1.2.2 Neoclassical (Solow) Growth Model 
Neo-classical growth model or Solow growth model by Robert M. Solow (1956) describes a perfect 
competitive economy. The model assumes a constant return to scale and a diminishing marginal 
productivity of capital. Technological progress and sustainability between capital and labour is 
endogenous and for that matter was not adequately examined in the model. Emphasis was rather put 
on savings or investment ratio as the main determinant of the short-run economic growth. Foreign 
direct investments, therefore, increase capital stock and promotes economic growth by financing of 
capital formation. The model asserts that poor countries have the potential to grow faster than the 
rich countries as they have more room for investments compared to rich countries. Solow (1956) 
predicts convergence in the growth rate as a result of diminishing marginal productivity of capital 
2.1.2.3 Endogenous Growth Model 
This theory is a fervent critic of the Neo-Classical theory. The model assumes that technological 
progress is the key to long-run economic growth and critics of the neo-classical theory believe that 
technological progress must be endogenized in the theory of economic growth. The endogenous 
growth theory proposes that an introduction of new factors such as knowledge, innovation, research 
and development will result in a sustainable economic growth. The model assumes both constant and 
increasing returns to knowledge. Romer 1990 and Grossman and Helpmam 1991 found in their 
studies that new knowledge and ideas contribute to long-run economic growth. Aghion and Howitt, 
1992, on the other hand, focused on innovation whereas Barros 1990 focused on public infrastructure 
as drivers of economic growth. The model argues that convergence will not occur since there exists 
an increasing return to knowledge. 
2.2 Overview of Foreign Direct Investment 
2.2.1 What is FDI? 
Foreign Direct Investment (FDI) is seen as a channel through which capital and technology are 
spread from one country to another through the purchase or construction of tangible assets (land, 
factories, machineries and enterprises). It is also seen as a long term participation in management, 
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According to the OECD standard definition, FDI is seen as “an international investment that reflects 
the objective of obtaining a lasting interest by a resident entity in one economy (‘direct investor’) in 
an entity resident in an economy other than that of the investor (‘direct investment enterprise’)” 
(OECD, 1996: Pg.7). This lasting interest means the existence of a long-term relationship between 
the direct investor and the enterprise and a higher degree of influence on the management of the 
enterprise. FDI comes mainly in two different ways. Investors establish a totally new company or 
invest in or partially buy an existing company through a merger or acquisition. FDI can be classified 
either as vertical or horizontal; Cave (1971). Villaverde and Maza (2011) in their work “FDI in Spain: 
regional distribution and determinants explains the difference between vertical and horizontal FDI. 
According to them, Vertical FDI arises when a company moves its production chain upstream or 
downstream, that is, it locates different stages of production process to different countries. On the 
other hand, Horizontal FDI arise when a company develops the same production process in the host 
country as in some other counties. FDI can also be said to be outward (or outflow) if the host country 
invests in a foreign country while an inward (or inflow) FDI is where a foreign country invests in the 
host country. The difference between Inward and Outward FDI is Net flow of FDI, that is, Inward 
FDI less Outward FDI. Due to the limited resources and growth level of most developing economies, 
like Togo, rather enjoy Inward FDI. Our work will therefore be based mainly on FDI inflow rather 
than Outflow. 
In the past, many developing countries practiced closed economy which made it difficult for foreign 
investors to penetrate and invest into the economy. One reason for that might be because the leaders 
of those countries regarded FDI inflow as a way of neo-colonialism, whereby foreign investors, 
though their investment, invade the host economy and might potentially jeopardize national 
sovereignty and create social tensions for their interests. Therefore, many developing economy 
preferred running State Owned Enterprises (SOEs). In the 1980s, the trend changed and many 
developing countries opened their economies to foreign investors. Consequently, they witnessed 
increasingly high inflow of FDI. This change might be as a result of the debt crisis in the 1980 which 
might have prompted many governments of these developing countries to open their economies and 
increase their efforts to attract more FDIs. 
There exists many literature that emphasizes the positive influence of FDI on economic growth; 
Alfaro et al (2003), Cave (1996) and Hansen and Rand (2006). Theoretically, it is believed that FDI 
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According to Cave 1996 FDI have several positive effects such as productivity gains, technology 
transfers, the introduction of new processes, managerial skills, and know-how in the domestic market, 
employee training, international production networks, and access to market. The introduction of new 
products and technology in the domestic market will be of benefit to the domestic firms since these 
new technologies and ideas will spill over into the developing economy or the host country. FDI will 
result in an outward shift in the economy’s production possibility frontiers mainly through new 
technology transfer and spillover efficiency of new processes, productivity gains and opening of new 
market opportunities. (Blomstrom et al. 1994, Kokko and Blomstrom 1995, Mansfield and Romeo 
1980, and Kokko 1994). 
The main role of FDI in an economy is that of a carrier of foreign technology from the foreign to the 
host country in order to boost economic growth. Many developing countries offer special incentives 
to attract FDI into their economy. The economic rationale behind this is the belief that foreign 
investment produces externalities in the form of technology transfers and spillovers which most of 
developing economies lack. 
2.2.2 Determinants of FDI 
Dunning (2001) developed the OLI paradigm which is the most accepted approach in explaining the 
determinants of FDI. According to him, FDI can be explained by paying particular attention to 
Ownership (O), Location (L) and International (I) advantages. Particular emphasis is on Locational 
advantage as the main determinant of FDI (Blomstrom et al., 2000). Some of these locational 
determinants are market size and growth, infrastructure development, labour costs, interest rate, 
human capital, economic development, urbanization among others. These factors determine how 
applicable it is to invest abroad. Some of these factors affect different types of FDI, be it vertical or 
horizontal, in different ways. Ewe-Ghee (2001) found that some factors might affect one type of FDI 
more than the other. 
Cost of labour may determine the flow of FDI into an economy. Labour cost is seen a major part of 
cost of production. A lower labour cost, all other things being constant, will result in a relatively 
lower cost of production. This will attract more investors into the economy and the flow of FDI will 
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